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Why New Manufacturing Establishments 
Located in New England: August 1945 to June 1948 


By Grorce H. Exuis? 


This article reports the findings of a study of the 
location procedures and problems of 100 new manu- 
facturing establishments which were set up in New 
England during the immediate postwar period. 

Its principal objectives were to determine the 
factors which induced businessmen to locate in New 
England and in the communities which were selected, 
and to evaluate some of the region's characteristics 
as a site for new manufacturing activity. See pages 
6 and 9 for summary tables. 


More THAN 2,000 new manufacturing establishments 
were organized in New England from the end of World 
War II to the middle of 1948. More than 2,000 business- 
men decided that New England was the place to 
establish a branch plant, set up a new firm, or relocate 
their plant. These were the decisions that injected new 
capital and investment, new employment and payrolls, 
new management and ideas into the New England 
economy during recent years. 

On the other hand, probably from 800 to 1,000 manu- 
facturing enterprises ceased operations in New England 
during this period. These were the decisions that re- 
duced capital investment, reduced employment, weeded 
out inefficient managements, or transferred operations 
to more profitable locations elsewhere. 

New England’s industrial future depends upon the 
balance of these two trends. 

Why did the 2,000 new manufacturing establish- 
ments select a New England location?? How did they 
make their decisions to locate in the region? In an 
attempt to answer these questions, a representative 
group of the businessmen involved was interviewed. 
From a master list of new manufacturing establish- 
ments in.New England during the period from August 
1945 to June 1948, more than 100 firms were selected 
for study in such a way as to secure a reasonable repre- 
sentation of geographic areas, industry groups, size, 





1The author, a teaching fellow in economics at Harvard University, conducted 
this study with the aid of a research grant from the Federal Reserve Bank of 
Boston. The findings and conclusions are the author’s. They are published by 
this bank because of their widespread interest to the New England community. 

2A highly desirable complementary approach would be a similar interview 
survey among the businessmen responsible for closing down enterprises in New 
England. 
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and status. Each of these firms was personally ap- 
proached, and a confidential interview was requested 
with the official most responsible for the selection of the 
New England location. The generous interest and sup- 
port of these officials made possible the analysis which 
is made in this study. 

Of the 106 new establishments studied, 42 were 
newly organized, and are designated hereafter as “new 
firms.”’ Forty-four were branch plants of parent firms 
located in or outside New England, and 20 were 
relocations, nine from within New England and 11 from 
other regions. Tables 1 and 2 present further classifica- 
tions by state and industry groups. 


I. THe BaAcKGROUNDS OF NEW 
ESTABLISHMENTS 


The postwar period produced a deluge of new manu- 
facturing enterprises of all sorts and sizes. Large firms 
conducted market analyses and concluded that the 
demand for their products required expansion of pro- 
ductive facilities. New products which had been with- 
held from the market during the war were put into 
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production and required new productive facilities. New 
processes for the production of old products required 
new plants. Increasing recognition of the problems 
associated with concentrations of labor led some firms 
to adopt decentralization policies. Increased awareness 
of national security underlay some decentralization 
considerations and decisions. 
New Firms 

By far the largest number of new postwar manufac- 
turing enterprises have been the result of independent 
action by single individuals or partners in setting up 
their own firms. The study has revealed a striking 
similarity of background and pattern of origin. In a 
typical case, a man, frequently of New England origin, 
gains experience over a period of years in a single com- 
pany or industry. During a succession of positions he 
acquires a knowledge of production, administration, 
marketing, and finance. Upon deciding to go into 
business for himself, he uses his personal contacts to 
secure at least a minimum supply of scarce materials 
and to secure at least one good customer who will carry 
the firm over its first production difficulties. Some in- 
dication of the generality of this typical pattern is 
indicated by the fact that of the 42 new firms included in 
the study, 27 were initiated by the man who held the 
position of president of the firm at the time of the interview. 

As a variation from this pattern, if the individual 
wishing to establish a new firm for himself felt inexperi- 
enced in some phase of conducting the business, such 
as marketing or financing, the solution most often 
adopted was the selection of a partner with a comple- 
mentary background. Many of the interviews started 
with, “I was the production manager for 10 years and 
my friend was the sales manager of... .”’ Of the 42 new 
firms studied, 38 resulted from one or more persons in an 
established firm striking out into a new venture. Old firms 
are a major source of new firms. 

Despite the typical pattern, there were many impor- 
tant variations in the establishment of new enterprises. 
For example, several of the firms initiated by individuals 
were based on that individual’s exceptional place in the 
field of research. A new product or a new process might 
be the basis for his desire to break away from a position 
as research director to establish his own firm. 

The importance of the individual in the formation of 
most new firms is also emphasized by the way in which 
the initial capital is raised. In only five out of the 42 
cases did banks play a role in supplying capital, either 
by means of a loan or by taking a mortgage on the plant 
of the new firm. On the other hand, in 27 of the new 
firms the individual contributed his personal savings to 
the venture. In addition 10 executives reported getting 
personal loans from their friends to add to their own 
savings. In only nine cases was the ownership control 
diluted by the sale of stock, again usually to friends, 
customers, or material suppliers. 

Securing venture capital was indicated in this study 
to be the dominant obstacle for new firms. Repeatedly 
the businessman being interviewed stated that his most 
pressing problem in getting started and in continuing 
operation, especially in expanding, was the lack of 
working capital. In one case this problem was alleviated 
when the Reconstruction Finance Corporation guar- 
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anteed a bank loan. In another the problem was 
lessened when stock was sold to a development organi- 
zation interested in promoting organizations based on 
the result of chemical research. In general, however, 
the problem remains a bogey for the initiators of new 
manufacturing enterprises. 

One other aspect of the background of new firms 
should be indicated because of its importance at a later 
stage in the analysis. The individual establishing a new 
firm had acquired an intimate knowledge of the market, 
labor potentialities, material suppliers, production con- 
ditions, and living conditions that relate to New 
England. Many of these individuals had residences in 
New England of long standing. 


Branch Plants 

Since they were faced with similar conditions of 
deferred demand, wartime advances in technology, and 
increasing availability of materials, there was also a 
common pattern of action among large firms establish- 
ing branch plants at the end of the war. Twenty-nine 
executives of large firms interviewed during the study 
stated that the basic reason behind their establishment of a 
branch plant was the increase in demand for their products. 
Another 10 of the 44 new branch plants studied were 
established specifically to make new products. These two 
fundamental reasons account for 39 of the 44 branch-plant 
locations considered. The remaining five were related to 
decentralization, firm integration, or national security. 

Growth in demand is sufficient reason for expansion 
of production, but it does not explain why production 
should not merely be expanded at the established 
locations. The reasons for the inadequacy of existing 
plants are varied. Fifteen executives indicated that 
expansion could not take place at the established loca- 
tion of the parent firm because of limitations of indus- 
trial manufacturing space. Eight executives indicated 
that they started hunting for a branch-plant location 
because the labor supply in their established locations 
was insufficient to support expansion of production. 
This reason was particularly important in the garment- 
sewing industry and accounted for the establishment of 
a system of satellite plants around a parent cutting 
center. 





Table 1 


GEOGRAPHICAL DISTRIBUTION OF 
SURVEYED FIRMS 
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| New Branch Reloca- 

State Total | Firms Plants tions 
Connecticut........ 32 16 8 8 
GR cinsieaccso wee 12 6 5 1 
Massachusetts...... 33 9 17 7 
New Hampshire.... 11 4 6 1 
Rhode Island...... 11 6 3 2 
Vermont........6- Yd 1 5 1 
Motil 3 5:05:00 106 42 44 20 
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Many executives expressed concern over the problem 
of increasing the amount of labor employed by one firm 
in a single community. Six of the 44 executives inter- 
viewed with respect to the establishment of branch 
plants indicated that labor considerations were primary 
factors in their desire to establish new branch plants 
rather than to expand production at their established 
locations. These executives gave weight to the problems 
of community relationships and vulnerability to labor 
pressure when their operations became too concentrated 
in one community. . 


Plant Relocations 


Since all sizable established firms faced the same 
difficulty in boosting production: to meet increased 
demand, the firms which relocated listed essentially the 
same reasons for their movement as those given by 
larger firms for establishing branch plants. Eleven of the 
20 executives responsible for relocations cited insufficient 
space for expansion as a reason for seeking a new location. 
The basic difference between these firms and those 
which established branch plants is that there were 
sufficient other reasons to lead to a movement of the 
entire operation rather than simply an expansion 
elsewhere. 

Other reasons for moving to new locations in New 
England merit close attention since they suggest some 
of the industrial problems common to many regions. Of 
the 20 relocations considered in the study, 11 were 
relocations into New England and the remainder were 
moves within New England. Eight came from the New 
York City area and one from Newark, New Jersey. 

Five of the firms leaving New York indicated that 
labor conditions in that area constituted the prime 
reason for relocating. Their criticisms fell largely into 
the two categories of type of workers and unionism. They 
felt that the labor pool available to them in New York 
consisted largely of people who floated from job to job 
and felt little responsibility to their employers. Only 
one of the employers interviewed stated that he had 
been forced out of New York by union demands. The 
others indicated a distaste for and fear of the militant 
nature of New York union leaders. 

Two other reasons were frequently cited to explain a 
desire to get out of New York. Several executives cited 
the high rentals charged for industrial manufacturing 
space in the New York area and reported they were able 
to make considerable savings as a result of the move. 
The traffic congestion and difficulty of loading and 
unloading at the plant were also cited. Location in some 
sections of the city was considered worse than a location 
well out of the city in some respects, since it was im- 
possible to get a truck started to its destination until 
after nightfall. 

One further item in causing movement from New 
York City hinged on the element of politics and metro- 
politan regulations. One executive emphasized his point 
by indicating his new fluorescent lighting installations 
and describing the process of inspection, licensing, and 
tax payments he would have had to go through to in- 
stall such fixtures in New York. While this may fall in 
the category of petty annoyances, it does add up to a 
sense of dissatisfaction which can induce relocations. 

Of the two firms which did not come from New York, 
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one is a clear case of a desire to move closer to its main 
market in New York. The other is a romantic saga of 
machinery moved from New England to the South only 
to pass through a series of unprofitable southern loca- 
tions before being brought back to New England. In 
this case the shortcomings of southern labor (absen- 
teeism, color-blindness) were cited as reason enough for 
leaving the southern location. 

Il. Location ProcepuREs AND LOCATION 
DEcIsIOoNs 


Location Procedures and Decisions 
of New Firms 

The location procedures and decisions of new firms 
were thoroughly conditioned by the backgrounds of the 
men who established them, as outlined above. Men 
establishing new firms placed different emphasis on the 
various methods of seeking sites from that of executives 
who established branch plants or relocated their entire 
enterprises. The former placed greater emphasis on 
personal aspects and limited their range of considera- 
tions in their location decisions. 

An important factor in the location procedure of new 
firms is that there is typically no explicit regional choice 
involved in the location decision. The choice of locations 
is so conditioned by the background of the entrepreneur 
that he is not aware of the limited range of his hunting 
for a home for his new firm. Only 11 out of the 42 new 
firms studied even considered locating in a different stale 
from the one finally chosen. 

The activities of the initiators of new firms are most 
aptly described as “house hunting.” The problem was 
generally viewed in almost the same manner as that of 
finding a home. Only six of these new firms built their 
own plants; the great bulk preferred to forego the difli- 
culties and costs of building in favor of renting or pur- 
chasing existing buildings. Invariably the president or 
partners concerned themselves with finding a suitable 
building. Seventeen of these individuals who hunted for 
suitable locations made personal trips through the areas 
of their choice inspecting possible buildings. In 19 cases 
real estate firms were consulted for information and 
assistance. In nine, reference was made to current 
advertisements of real estate in the daily papers. State 
development commissions were consulted in three 
cases; Chambers of Commerce in four; management 
firms in one; and railroads in two. 

Each firm president was asked what source had 
suggested the site which was finally selected. Twenty- 
five answered that the selection of the building or site 
had resulted from personal information, personal con- 
tact with friends or owners of buildings, or personal 
knowledge about the availability of a suitable plant. 
Nine more indicated that the site had been suggested 
by real estate agents who were handling the property. 
Only two firm presidents found their plants through 
advertising, only two had their plants suggested by 
development commissions, and only two were aided by 
railroad departments of industrial development. 

Two factors explain this apparent lack of use of 
location facilities by those who need them most. First, 
many of the firm presidents were unaware of the exist- 
ence of their state development commissions, or if aware 
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of their existence were unaware of their purposes and 
facilities for assisting in location problems. A second 
reason sometimes expressed was the feeling that these 
services and agencies existed only for the “big fellow” 
and that the agencies would not be bothered by the 
problems of the small new firms. 


Location Procedures and Decisions 
of Branch Plants 


The location procedures of firms establishing branch 
plants demonstrated greater recognition of the location 
problem and more conscious reasoning about it. 

Among the firms establishing branch plants there was 
a greater. variety of procedures. No longer was it invari- 
ably the president of the firm who performed the task 
of finding the desired site. The importance of the de- 
cision led most presidents to display a detailed interest 
in the selection, but more of the work was delegated to 
specialists. The president did the hunting in only 17 of 
the 44 branch-plant cases studied. In many of these 
cases the hunting was combined with other lighter pur- 
suits such as vacationing. In some cases the hunting 
consisted of inspection of communities, with a follow-up 
job of hunting for sites or space by the firm’s staff 
members if a community passed inspection. In 12 
instances the hunting was done by production managers 
or division heads. This was the procedure when the 
firms concerned were multi-plant or multi-division cor- 
porations of considerable size. 

Firms establishing branches made more frequent use 
of the services available to assist their selection of a 
site. Development commissions were consulted in eight 
instances and Chambers of Commerce in nine. Real 
estate agents assisted in 12 of the location searches. 
These large firms were able to employ specialized loca- 
tion procedures and enlist the assistance of more varied 
agencies. Two firms employed management firms to 
survey their location problems and make recommenda- 
tions. Other sources of information were occasionally 
called upon, such as the Department of Commerce, the 
United States Employment Service, banks, and power 
and light companies. 

With this increased participation of outside agencies 
in the location determination, the importance of the 
personal source of information was reduced. This source 
still held first place, however, as 11 of the 44 branch- 
plant cases studied reported personal information or 
contact as the source of information that suggested the 
selected site. Again real estate agents ran second with 
credit for having suggested seven of the sites finally 
selected. State development commissions (in two 
states only) received credit for having suggested sites 
for five branch plants. 

The thoroughness with which the location decision is 
made may be related directly to the size of the firm, the 
frequency with which it has made a location decision, 
and the experience of the executive making the location 
study. Multi-plant firms with central administrative 
offices commonly employ the specialized knowledge of 
each of the relevant departments. The marketing 
section makes a study of the entire market for the 
product of the proposed new plant and determines a 
location best suited to serving that market. The pur- 
chasing agent determines the sources of materials for 
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the new plant and the cost of assembling the materials. 
He is assisted in this by the shipping section. The legal 
section makes a study of the laws of the state under 
consideration with respect to labor regulations, hours 
and wages, taxes, and miscellaneous regulations includ- 
ing the filing of reports. When these studies are com- 
pleted they are analyzed by the president, the division 
head, or the production vice-president and used as the 
basis for recommendations to the board of directors. 

Typically, the location decisions of firms establishing 
branch plants is composed of two main elements, the 
choice of region and the choice of community. For 
example, a branch plant of a Midwestern firm making 
business forms was established in Connecticut to “serve 
the eastern market.”’ A firm might select northern New 
England as a region furnishing a particular type of 
Yankee labor. Once a regional decision has been 
reached, the firm proceeds to select the community 
within that region. The reasons for selecting a given 
community for the branch plant may be entirely 
different from those for choosing a region. 

For the branch plants, it was typically reported that 
the location decision was made by the board of directors 
on the recommendation of the president. The execu- 
tives being interviewed usually added that the presi- 
dent’s recommendation was normally decisive with 
respect to location. Boards of directors were interested 
in the investment as a whole, with location but a single 
element in the picture. In effect, the location decision 
is made by the president of the parent firm or at even 
lower management levels in very large corporations. A 
location decision should be based on the reconciliation 
of favorable and unfavorable aspects of the alternative 
locations. Such a decision requires detailed comparative 
analysis that cannot easily be handled as a board 
decision. 


Location Procedures and Decisions of 
Firms Making Relocations 


In nearly all respects, the location procedures and 
decisions of firms making relocations were mixtures of 
the types described for new firms and branch plants. 
Since they are smaller than the multi-plant firms, the 
relocation task was the prime concern of the president 
of the firm. Relocating firms placed much less reliance 
than new firms on personal information and contacts 
as a source of site suggestion. Whereas 60 per cent of the 
locations of new firms were found through personal con- 
tacts, only 30 per cent of the relocation sites were found 
in this fashion. On the other hand, 45 per cent of the 
relocation sites (of the 20 such cases studied) were 
found on the suggestion of real estate firms. This com- 
pares with a figure of 21 per cent found by like means 
by the new firms studied. 

State development commissions can be credited with 
only an assist on one of the relocation solutions, while 
Chambers of Commerce located two sites, and adver- 
tisement of available industrial manufacturing space 
in daily newspapers accounted for two location sites. 


III. Location Factors snp INDIVIDUAL 
Location DEcIsIONS 
Industrial location factors may be considered in two 
ways: first, by noting how they turn up in individual 
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industrial location decisions; and, second, by consider- 
ing the favorable and unfavorable aspects of all the 
important factors taken separately. We shall be better 
able to appraise New England's industrial location 
factors in the second sense if we are thoroughly grounded 
in the first. 

One facet of the industrial location process is plainly 
evident to the businessman but is frequently and some- 
times intentionally ignored by others. Seldom if ever is 
an industrial location decision based on considerations of 
a single factor alone. In the great majority of instances, 
a multitude of considerations calls for attention and 
decision. In practice the manufacturer breaks down the 
location problem into elements which he can handle. 
Those matters which appear to be of minor importance 
or which appear important but are readily satisfied in 
a variety of locations are set aside for later considera- 
tion if necessary. 

The criteria used to select the dominant factors in the 
location search are (1) their importance in the industrial 
process and (2) the relative ease with which they can be 
satisfied in alternative locations. Different requirements 
may assume a dominant position at different times as 
their relative ease of satisfaction changes. For example, 
at one time it may be so diflicult to find suitable indus- 
trial manufacturing space that this becomes a location 
problem of prime importance. At other times suitable 
space may be obtainable in almost any locality which 
might be selected. 

Analysis of the elements which influence location 
decisions falls naturally into two parts, the choice of a 
region and a subsequent choice of a community within 
the region. This distinction is fundamental for under- 
standing the relative importance of those considera- 
tions which dominate the location decision. While a 
single factor frequently dominated both aspects of the 
decision, in most instances the region and community 
were selected on the basis of different considerations. 
This was particularly true of the decisions of branch 
plants and firms making relocations. 


Location Factors Dominant in 
Regional Decisions 

What has the study shown with respect to those 
factors which dominated regional decisions? To answer 
this question each of the 106 case studies was analyzed 
carefully to distinguish and classify those considerations 
which dominated the choice of region. Table 3 presents 
a compilation of the number of times that each factor 
listed was considered of dominant importance by the 
businessman who made the location decision. In several 
cases it was impossible to decide that a single factor 
was of more importance than one or perhaps two others. 
Wherever more than one consideration was held to be 
of prime importance, each was included in the table. 
As a result, the total number of reasons cited exceeds 
the number of cases included in the survey. 

Recionat Decisions oF NEW Firus — The domi- 
nant factor in the regional decision in 29 of the 42 new 
firms studied was a personal consideration. The presi- 
dents or partners who organized the new firms desired 
to maintain. their established residences, or they were 
personally acquainted with a few workers who served 
as the nucleus of their work forces, or they were per- 
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Table 2 


INDUSTRIAL CLASSIFICATION OF 
SURVEYED FIRMS 


Industry Group Total 


Apparel (and other finished 
PrOdudtele so. cieccssi hei 


fabric 
Uidedsueeas 13 


ee 


ooecceescee 12 


C= Electrical machinery... eaaeee in 


i Chemicals and allied products........... 9 


Se Leather and leather products........... 9 


e-~__» Iron and steel and their products........ 8 


aa) i) 
h- Machinery, except electrical..........- «< 8 


$e 
W Food and kindred products......... PROC E 7 
ee Nonferrous metals and their products..... 7 


All OME. 6 occ ches 22* 


106 


*Includes paper and allied products (4), transportation equipment (2), lumber 
and basic timber products (2), stone, clay, and glass products (2), furniture and 
finished lumber products (1), printing and publishing (1), and miscellaneous 
industries (10). 








sonally acquainted with some local jobbers who fur- 
nished initial markets. These personal considerations, 
arising out of the backgrounds of the men who or- 
ganized the new firms, accounted for 69 per cent of the 
new firms included in this survey. 

Seven new firms chose New England because of 
market considerations. The presidents of these firms 
felt that New England was the logical region from 
which to serve their contemplated markets. In some 
cases this meant that the market was largely concen- 
trated in New England. In other cases firms chose New 
England locations from which to serve the New York 
market and sometimes the national market. 

Only two new firms indicated some aspect of the 
labor supply as their principal reason for locating in 
New England, and two others listed material supply as 
the dominant factor. One firm indicated that its pro- 
duction relationship with an established firm in Con- 
necticut determined its regional decision, while another 
pointed to managerial relations with an established 
firm as a decisive factor in the regional decision. 

Recionat Decisions oF BraNncu Piants — The 
dominant factors in the regional decisions of business- 
men who established branch plants showed a greater 
variety and greater correspondence to common theo- 
retical explanations of industrial location than was true 
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for new firms. Personal considerations were of less 
importance and played a significant role in only two of 
the 44 branch plants studied. In each of these cases 
Vermont locations were selected by individuals favor- 
ably impressed by the communities, living conditions, 
and people of that state. 

Eighteen of the 44 branch-plant regional decisions 
studied were dominated by considerations of the pro- 
duction relationship of the branch plants to an estab- 
lished plant. This was typically the case in those estab- 
lished Massachusetts firms which set up branch plants 
to assemble materials fabricated in the parent plant or 
to perform a step in the production process which 
started or ended in the parent plant. This satellite 
plant arrangement explained the regional location of 
most of the branch plants established by New England 
parent firms. Included in this concept of production 
relationships were those plants which were so located 
as to be able to use some of the specialized facilities of 

- the parent plant, such as heavy cranes or forges. 

Closely allied with this concept of relationships 
through production processes were the relationships 
through management connections, which were indi- 
cated as being significantly important in six regional 
decisions. Speaking from their experience, firm execu- 
tives reported that, even though production processes 
might be independent, the greater the geographical 
distance between the parent and the branch plants the 
more difficulty was experienced in maintaining manage- 
ment supervision. It became more time-consuming for 
key personnel to travel from plant to plant. Orders took 
longer to be conveyed and executed. In those cases 





Table 3 


WHY DID NEW ESTABLISHMENTS LOCATE 
IN NEV ENGLAND?! 
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Principal Reason Plant 
for Locating in All | New Branch Reloca- 
New England Firms | Firms Plants tions 
Personal reasons 37. | 29 2 6 
Market advantages 28 | 7 | 10 
Production | 

relationships 9 | 1 18 _ 
Material | 

availability WwW | 2 6 3 
Management 

relationships 8 | 1 6 1 
Labor considerations 6 | 2 2 2 
Available plant 5 _ 4 1 
Water supply 2 _ 2 _ 
Waste disposal 1 _ 1 _ 
Transportation 

facilities 1 _ 1 _- 
Total reasons cited” 118 42 53 23 
Number of 

companies 106 | 42 44 20 





IReasons cited by executives of 106 firms which set up new establishments in 
New England from August 1945 to June 1948, 
2Some executives offered more than one principal reason for establishment in 
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where a custom-built product was ordered through the 
parent firm, it was necessary for the sales personnel to 
be closely associated with the production process of the 
branch plant. 

The regional locations in 11 cases were selected 
largely on the basis of market considerations. The prime 
market was considered to be the New England regional 
market although in some cases it included New York 
or “the East.” Some executives reported that the 
growth in postwar demand throughout the nation 
combined with the growth of the New England market 
to stimulate location of branch plants in New England 
by parent firms outside the region. Expanding nation- 
wide demand stimulated expansion of productive 
capacity in general. By establishing a branch plant in 
New England to serve that market, the parent firm 
thereby relieved productive facilities for meeting the 
demand of other regions. 

In only two of the 44 branch plants did some aspect 
of the labor supply suggest itself to businessmen as a 
dominant factor influencing the regional selection of a 
location. One of these instances hinged on the possi- 
bility of taking advantage of the company’s estab- 
lished record of successful labor relations. The other 
was related to the pronounced anti-union attitude of 
the executive responsible for the location decision. 

In six instances a branch plant was located in New 
England to take advantage of proximity to sources of 
materials. Four of these were in Maine and drew their 
materials from the forest, farming, and fishing indus- 4 
tries of that state. 

Four business executives indicated that their de- 
cisions to locate in the region were heavily influenced 
by the availability of suitable plants. In two of these 
cases, the time element was an important considera- 
tion. It was thought necessary to get into production 
promptly, and the availability of buildings adapted to 
the process provided a means to save time. 

Recionat Decisions oF Firms Makrnc Re oca- 
Tons — A much larger proportion of the regional de- 
cisions of those executives making relocations was in- 
fluenced by market relationships than was true of the 
branch-plant decisions. In 10 of the 20 relocations 
studied, this aspect was underscored as an explanation 
for the choice of region. The market considered in these 
decisions was frequently “the East’ rather than New 
England alone. 

Personal considerations, primarily a desire to main- 
tain contacts in the region, influenced the regional 
relocation decisions in six of the 20 relocations studied. 
In this respect, the decisions of these firms were more 
like those of the new firms included in the study. This 
similarity is carried further by the fact that production 
relationships and management relationships were not 
significant elements in the regional decisions, the latter 
being cited in but one case. 

Three other location factors were mentioned as in- 
fluencing the regional decisions of this group. Three 
executives reported that the movement of their plant 
permitted them to reduce transportation costs on in- 
coming materials and to obtain needed materials more QO 
quickly. In two instances some aspect of the labor 
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reasonable cost influenced a manufacturer of electrical 
machinery to move his firm, employing more than 200 
workers, from a location in New Jersey to a location i in 
southern New England. 

Recionat Decisions — Summary — The 106 execu- 
tives who were interviewed in this study cited 10 factors 
with varying frequency a total of 118 times to explain 
their regional decisions. The factor cited most frequently 
was personal considerations, which was given 37 times 
and accounted for 31 per cent of the total number of 
reasons reported. .Warkel considerations were ranked 
either second or first by each of the three subgroups and 
placed that factor in second position in the final sum- 
mation, accounting for 23 per cent of the total reasons 
given. Production relationships held third rank with 16 
per cent of the total reasons cited, deriving their im- 
portance almost entirely from the weight given them 
in branch-plant decisions. Material considerations held 
fourth place. Branch plants placed enough emphasis on 
managerial relationships to put that factor in fifth rank. 

Comparison of the regional decisions of new firms 
with those of branch plants shows more differences than 
similarities. The new firms indicated only six factors 
which dominated their decisions and placed a single 
factor, personal considerations, in the highest position. 
Branch plants mentioned 10 different factors which 
dominated their decisions, and the factors were weighted 
somewhat more evenly. The executives making reloca- 
tions cited only six factors and placed market con- 
siderations in the leading position. 

One fact stands out clearly from the analysis of 
regional location factors. New England gained many 
of its new establishments during the immediate post- 


war period because of the manufacturing activity 


already existing in the region. This direct influence is 
evident in the importance which new establishments 
covered in this study attributed to production-manage- 
ment relationships. Indirectly, most of the other factors 
mentioned also sprang from the existing industrializa- 
tion of the area. 


Location Factors Dominant in 
Community Decisions 


The considerations which dominated the community 
decisions are listed in Table +. In some cases a single 
factor dominated both the regional and community 
decisions, particularly in the personal considerations of 
the new firms. In most cases, however, it was impossible 
to single out one factor as being all-important. Most 
executives gave more than one important reason for 
their selection of a community. There were 198 reasons 
cited for the selection of 106 community locations. 

Community Decisions oF New Firus — The 42 
businessmen responsible for the establishment of new 
firms during this postwar period indicated 11 different 
factors which dominated their community decisions. 
As with their regional decisions, the most important . 
single reason (stated in 23 cases) was some personal 
consideration associated with the background of the 
man or men responsible for the new firm. In many 
cases, the dominance of personal considerations in both 
regional and community decisions was a reflection of 
the postwar shortages in the factors of production — 
materials, machinery, labor, plant space, and venture 
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capital. If the new firm were to come into being at all, 
it had to rely on personal contacts for a share of these 
scarce goods. Some new firm presidents indicated that 
they were able to start business only after rounding up 
machinery which could be spared by plants in the 
neighborhood. Undoubtedly a survey made in a differ- 
ent period would reveal different emphasis in some of 
these respects. 

Two other factors heavily influenced new-firm presi- 
dents in their selection of community locations. The 
postwar shortage of industrial manufacturing space 
put a heavy premium on this requirement to start pro- 
duction. Accordingly, the availability of a suitable 
building was indicated in 19 instances as having played 
a very important role in the selection of a community. 
The postwar shortage of labor elevated this factor to 
third rank among the reasons cited by new firms for 
their community selections. This factor would have 
been much higher had not the labor needs of the new 
firms been relatively small in comparison with the 
needs of the branch plants. 

These three factors, personal considerations, suitable 
buildings, and labor supply, accounted for 73 per cent 
of the reasons given for the selection of community 
locations. The remaining 27 per cent of the reasons 
were scattered among eight other factors according to 
the individual requirements of the firms concerned. 

Community Decisions oF Brancu PLants — Com- 
munity decisions of the 44 executives who selected 
branch-plant locations were heavily conditioned by the 
availability of a suitable building, usually in conjunction 
with a suitable supply of labor (including considerations 
of type, skill, wages, unionism). Each of these two 
factors, labor supply and suitable building, was cited 27 
times, and together they accounted for two-thirds of 
the reasons given. 

The remaining 28 reasons given for selection of com- 
munity locations were rather evenly divided among 11 
other location factors. Production relationships in some 
instances indicated the particular community in which 
the branch plant should be located. This was cited in 
six of the 42 cases studied. In three cases, management 
relationships were indicated as having a dominant 
position in the community decisions. 

Community Decisions oF Firms THAT RELOCATED -— 
Inamanner similar to their pattern of regional decisions, 
tirms that relocated made community decisions by 
following a course between the pattern of the new 
firms and that of the branch plants. Personal considera- 
tions were not as important as in new firms, but they 
were more important than in branch plants. 

Shortage of suitable buildings was considered a major 
problem in the decisions of executives responsible for 
relocations. Sixteen of the 20 executives indicated that 
this was a primary consideration in their selection of a 
community. This relatively great concentration on the 
problem of finding a suitable building was perhaps an 
indication of the somewhat footloose nature of the firms 
making relocations. Other factors were not significant 
enough to tie them to their former locations or to in- 
dicate a different reason for selecting a certain com- 
munity from several alternatives. 

Nine executives cited labor considerations as being 
dominant in their choice of a community. In four in- 
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stances, site considerations played an important role. 
In one case, differences in state tax laws were influential 
in leading to a relocation just inside the borders of the 
favored state. 

Community Decisions — Summary — Three loca- 
tion factors make up the bulk of the reasons given in 
explanation of community-location decisions. Except 
for the dominance of personal considerations in the 
decisions of new firms, all three groups of new estab- 
lishments reported that the availability of a suitable 
building was the prime reason for their selection of a 
community. This consideration was cited in 62 cases 
and constituted 31 per cent of all the reasons stated. A 
total of 50 firms indicated that the problem of securing 
a suitable labor supply dominated their community 
decisions. This factor accounted for 25 per cent of the 
reasons cited by all firms. Personal considerations held 
third place, largely due to their importance in the de- 
cisions of new firms. These three factors together 
accounted for 70 per cent of the reasons reported as 
dominating the community decisions. The remaining 
30 per cent were distributed among 13 other factors. 

In general, there was not much diversity in the 
reasons given by the three subgroups as explanations 
of their community decisions. They all indicated the 
importance of finding a combination of suitable manu- 
facturing space and labor supply, but the firms making 
relocations placed the most weight on these factors. 
The new firms showed their dependence on back- 
ground connections by emphasizing personal con- 
siderations. Branch plants gave more consideration to 
production and management relationships. 


Conclusions on Individual 
Location Decisions 


The facts presented in this review of location factors 
as they affected individual location decisions suggest 
four principal conclusions. First, it is evident that dur- 
ing the postwar period under consideration quite differ- 
ent location factors were dominant in the two separate 
phases of the location problem. Personal considerations, 
market considerations, and production and managerial 
relationships were the most important factors affecting 
the regional decisions. In contrast, availability of suit- 
able buildings and labor supply were the dominant 
considerations in the community decisions. Any careful 
analysis of location decisions as a whole must rest on an 
understanding of the two separate components and of 
the different location factors which play important 
roles in the regional and community decisions. 

A second conclusion is that the 106 cases studied fall 
into three rather well-defined patterns with respect to 
the importance of different location factors. The re- 
gional decisions of new firms were based primarily on 
personal considerations; those for branch plants were 
heavily influenced by production relationships or market 
considerations; and those for relocations depended largely 
on market and personal considerations. 

New firms constituted more than half of the new 
enterprises established in New England during the 
postwar period. In view of the importance of this group, 
any single factor which dominated their location de- 
cisions is of special importance. A third result of this 
analysis has been to point out that personal considera- 
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tions dominated not only the regional decisions but also the 
community decisions of new firms. Insufficient attention 
to this aspect of their actions could result in misinter- 
pretation of the location decisions of new firms. 

Finally, it should be repeated that in many cases the 
factors which dominated the location decisions of new 
enterprises grew out of their backgrounds. Most new- 
firm presidents located in the industrial climate where 
they were trained. Branch plants were tied by produc- 
tion and management relationships to their parent 
firms. These three factors in particular were dependent 
upon the industrial nature of the New England economy 
and taken together they accounted for 54 per cent of 
the reasons given for regional decisions. It is evident 
that most of New England’s new industrial enterprises 
were outgrowths of the existing manufacturing in the 
region. 


IV. INpustrrat Location CHARACTERISTICS 
oF New ENGLAND 
Up to this point we have considered individual 


‘decisions and the relative importance of various loca- 


tion factors in those decisions. The way New England 
measures up in respect to the location factors them- 
selves as indicated by the ideas, comments, and atti- 
tudes of the 106 businessmen is of equal or even greater 
significance. 


Market 


As we have seen, market considerations play an 
important part in influencing the regional location of 
new enterprises. This is readily understandable in view 
of the high population per square mile in the New 
England states and the high income per capita. New 
England furnishes a rich regional consumer market. In 
addition, New England’s high degree of industrializa- 
tion, particularly in its three southern states, means 
that there also exists a rich market for semi-finished 
products used as materials of production. 

Nearness to the market is necessary: only if particular 
industry characteristics make it so. If the cost of 
shipping the product to market is a significant element 
of the delivered cost, then the favorable competitive 
position will be one near the geographic center of the 
market being served. If a product is custom tailored or 
requires numerous services, then the best competitive 
position is also near the center of the market. If the 
product is one that is subject to large price fluctuations, 
the producer has an incentive to keep as small an 
inventory as possible in face of price declines. This is 
made possible in some cases by a location in close 
proximity to the market so that production can be 
tuned to delivery and the accumulation of a huge in- 
ventory can be avoided. This aspect can be important 
also in those periods when working capital is limited 
and it is not desired to tie up large sums in inventory. 

Firms whose products have these characteristics and 
which locate in New England orient themselves to the 
New England or foreign markets. The postwar increases 
in freight rates have further limited the market for 
high-freight products. Several manufacturers ex- 
pressed concern that commission-established freight 
rates would not match general price declines possible in 
the future and thus would restrict even more severely 
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the markets that could be served competitively from 
their New England locations. Some firms belatedly 
recognized the importance of their location in respect 
to the market they intended to serve. This was exempli- 
fied by a Connecticut manufacturer of electric units 
who is trying to supply a national market from Con- 
necticut. His own calculations have shown that the best 
location for his process would be near the center of 
population. As competition catches up, he expects that 
he will either have to move westward or find his market 
limited to the eastern United States. 

Fortunately for New England, there are many indus- 
tries where these restrictions do not apply, the per unit 
cost of transportation being low enough in relation to 
unit price and the marketing arrangements being such 
that it is not a disadvantage to be located near the geo- 
graphic perimeter of the national market. For example, 
this fact permits a manufacturer of television consoles 
to serve the national market from southern Connecticut. 

The same characteristics which result in “market 
orientation” also operate to induce establishment of 
branch plants in New England by firms seeking to 
serve the rich New England market without incurring 
the transportation costs from their midwest plants. 
This is the fundamental reason for the establishment 
of the General Motors and Ford assembly plants in 
Massachusetts. Perhaps it will be sufficient to induce 
the establishment of more steel-making capacity in 


New England. 








Table 4 


WHY DID NEW ESTABLISHMENTS 
SELECT SPECIFIC COMMUNITIES IN NEW ENGLAND?! 
x 








\fe wifi 
MY ED the 
SHHsea- = RES 
Principal Reason 
for Selecting All | New Branch Reloca- 
Community Firms Firms Plants tions 
Suitable building 62 19 27 16 
Labor supply 50 14 27 9 
Personal reasons 27 23 1 3 
Suitable site 12 4 4 4 
Transportation 

consideration 11 3 5 3 
Production 

relationships 8 2 6 
Market advantages 6 2 3 1 
Material availability 6 5 Ga 
Management re- M 

lationships 3 _ 3 =— 
Community action 3 1 2 — 
Tax considerations 3 1 1 1 
Machinery 

availability 2 2 = a 
Water supply 2 _ 1 1 
Waste disposal 1 | _— 1 _ 
Capital availability 1 | —_— _— 1 
Development | 

commission action 1 _ 1 _ 
Total reasons cited” 198 76 82 40 
Number of 

companies 106 42 44 20 


1Reasons cited by executives of 106 firms which set up new establishments in 
New England from August 1945 to June 1948. 

2Most executives offered more than one principal reason for establishment in 
the selected community. 
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Two further aspects of the New England market 
should be considered. The first related to estimates of 
future geographical markets. Several businessmen in- 
dicated that reconsideration of their location decisions 
might lead them to select a different region, one farther 
west. As the South, West, and Far West become more 
generally industrialized, the center of markets moves 
westward. In addition, industries previously concen- 
trated in the East develop and furnish new markets in 
the West. Both of these considerations give greater 
importance to sites nearer the center of the national 
market if the entire market is to be served from a single 
plant. An illustration of this point is furnished by the 
rapid growth of the plastics industry in the Detroit 
area. An executive responsible for the establishment of 
a substantial investment to provide basic materials for 
the plastics industry finds himself wondering if he was 
right in selecting a New England location. 

The second consideration is the possibility that 
locations selected during the immediate postwar period 
may have been chosen without adequate consideration 
of geographical relationships to the market. Almost any 
firm could sell profitably in any market if it could pro- 
duce the item needed. This is not a permanent situa- 
tion, and the future may see painful readjustments as 
competition for markets discloses unwise selections of 
locations. 


Labor 


Four aspects of New England’s labor supply were 
repeatedly mentioned as drawing cards. In the first 
place, executives expressed the opinion that New 
England, especially in the smaller communities and 
in the northern states generally, furnishes the “right 
type” of labor. That is, the workers are considered to be 
responsible, stable, permanent citizens of their com- 
munities. They own their own homes in many in- 
stances. They have a stake in the future of the business 
of their community and are perhaps more willing to 
extend their best efforts. It was frequently contended 
that proximity to outdoor recreation facilities in the 
workers’ daily life induces greater happiness and satis- 
faction in their work, which shows up in production. 

A few employers felt that this background of in- 
dependence is the basis for a definite anti-union senti- 
ment. Employer after employer reported that his 
workers would have nothing to do with the attempts of 
organizers to introduce unionism. For employers who 
prefer to deal with their workers individually or with a 
company organization of employees, the possibility of 
this attitude on the part of labor has obvious advan- 
tages and attractions. 

A third aspect of New England labor, mentioned 
frequently but not as often as the others, is the reservoir 
of skills available in the industrial communities of New 
England. For firms not wishing to embark on expensive 
training programs this aspect was of decided im- 
portance in assessing initial costs. 

A fourth aspect, largely confined in its application to 
the three northern states and the non-unionized indus- 
tries of large metropolitan areas, was the possibility of 
securing labor at wage rates below those prevalent in 
the industrial areas both in organized areas of southern 
New England and outside of New England. 
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All these reported advantages in labor supply are 
available to manufacturers in New England. If there 
were no other aspects one might wonder why these 
labor attractions did not account for a larger number of 
the new enterprises located in the region. As is gener- 
ally true of every story, there are two sides. 

For the most part, employers do relish the prospect 
of employing “true New England labor.” However, 
employers report that even this has its disadvantages. 
It is fine to have the workers able to relax in their 
off-duty hours, but it is a different matter to have the 
labor force dwindle away during the hunting season. 
It is fine to have a splendid supply of women workers 
during the winter months, but it is difficult to appreci- 
ate a labor shortage during the summer months when 
the vacation season is in full sway. One can appreciate 
rugged individualism in the workers, but it can be 
carried too far when it becomes difficult to recruit 
supervisors from the local population because they are 
reluctant to assume the responsibility of giving orders 
to their fellows. 

The anti-union sentiments of some parts of New 
England labor provide a definite selling point to only a 
certain type of employer. The great majority of em- 
ployers included in this study have come to accept the 
concept and principle of unionism and seek only to 
make sure that the local union officials with whom they 
must deal truly represent their workers and are in- 
terested in the workers’ welfare rather than their own 
economic or political interests. Some employers ex- 
pressed an opinion that New England workers have not 
provided fertile ground for the ideologies which have 
caused ferment and unrest in the labor movements of 
some large metropolitan areas. 

Many of the employers included in this survey 
expressed a willingness to make concessions for produc- 
tion without trouble. In this respect New England labor 
received high praises from many employers who felt 
themselves especially fortunate in dealing with co- 
operative union officials. This is not to be construed as 
submission by labor to all the wishes of management. 
At least one instance could be cited to show how union 
demands which were considered unreasonable led a 
firm to close its branch plant in New England. In addi- 
tion, some employers pointed out that even without a 
union in their plant they were narrowly limited in their 
industrial relations policies. 

Wartime experience in concentrated training pro- 
grams for workers has decreased the importance of 
skilled labor as a drawing card. Many employers now 
feel that they can choose their location pretty inde- 
pendently of the skills available and count on training 
their own supply of labor. In fact, this is a definite 
policy with some employers. Through bitter experience 
they have found that it can be more expensive and less 
satisfactory in the end to try to adapt skilled workers 
with set habits and ideas than to train their labor forces 
from the start. There were numerous examples in- 
cluded in the survey of plants which started with only 
a skeleton group of three or four workers and trained a 
few hundred workers. In at least one case the executive 
was of the opinion that wartime work on the cost-plus 
principle, with much emphasis on speed and little on 
quality, had spoiled most of the skilled workers in the 
Page 10 


wartime industrial areas such as shipyards. His first 
act in selecting a site was to strike out from considera- 
tion all those areas in which war contract work had been 
dominant. 


_ State Covernmental Influence 

The question may be asked, ‘What did this study 
show concerning the effects: of state governments on 
industrial location?” The answer may more easily be 
approached by taking the topic up in parts: first, the 
influence exerted by the state’s laws covering minimum 
wages and maximum hours, workmen’s compensation, 
and the state incorporation laws; secondly, the in- 
fluence exerted by the state tax structure; and, finally, 
the influence exerted through state development 
commissions. 

Analysis of the effects of state laws relating to hours, 
wages, and compensation may be disposed of briefly. 
In only two of the 106 cases studied were these factors 
significantly considered. In one instance the employer 
ruled out Rhode Island as a location possibility because 
the state workmen’s compensation laws in conjunction 
with the other social security legislation resulted in such 
a high level of payments for unemployment compensa- 
tion that the employer felt the incentives of his workers 
would be seriously affected. This opinion was based on 
wartime experience in that state and the difficulties 
encountered in maintaining an adequate work force in 
those unusual times. 

The other instance where state laws were considered 
related to the decision of an employer in the textile 
industry to locate in Maine, where he reported that he 
could take advantage of the state laws permitting a 
working shift without any break for a lunch hour. This 
would permit him to operate his machines constantly, 
or as long as he wished, without the necessity of paying 
his employees for the time they were eating their 
lunches. The legal provision was not dominant in the 
location decision in either instance. 

The general conclusion is that these 106 firms were 
not seriously affected in their location decisions by the 
existing state laws with regard to minimum wages, 
maximum hours, workmen’s compensation, or laws of 
incorporation. This conclusion does not permit us to 
jump to the conclusion that these laws are actually 
immaterial. Any such conclusion would have to be 
based on a study of the firms which did not select a New 
England site or which moved out of New England. If 
the state laws were really influential in these respects, 
we should not expect cases included in the study to 
have brought out that fact. 

State tax structures are seriously studied by firms 
establishing branch plants or considering relocations. 
Where other considerations are not dominant, this 
factor may well assume determining position. State 
tax structures enter the calculations of the firms estab- 
lishing branch plants at a very early time and shape the 
choice of which states shall be considered first in search- 
ing for a location. Since it is very difficult to make a 
direct comparison of the tax burden in states with 
different tax structures, a common practice is to 
classify the tax picture in each state as “favorable” or 
“unfavorable.” If a satisfactory location in the states 
classified as favorable cannot be found, then more 
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attention is directed to the states with less favorable 
tax pictures. 

The executives interviewed were not always inti- 
mately “associated or acquainted with the detailed 
process by which their lawyers analyzed state tax 
structures. From their discussion it is possible, how- 
ever, to indicate three general criteria used in assigning 
a favorable or unfavorable rating to the states under 
consideration. By general agreement the most im- 
portant criterion was the total tax bill that would have 
to be paid as a result of establishing a plant in a given 
state. In calculating the total tax burden, they in- 
cluded state corporate income taxes, sales taxes, assess- 
ments on property, machinery, and inventory, and 
whatever fees and licenses were required for the privi- 
lege of doing business in the state. 

Closely associated with this criterion was the manner 
in which the taxes were collected. It was frequently 
stated that, with the exception of situations where local 
officials expected the firm to bear too large a share of 
the local expenses, local assessments and taxes were not 
usually of a size sufficient to influence the location 
decision. The possibility of savings by differences in 
taxes imposed locally was small enough to be neglected 
in most cases. State corporate income taxes, however, 
were generally regarded with disfavor. Even when this 
device was used to reduce local taxes, it was viewed 
with distaste, 

A more intangible but none the less important ele- 
ment in businessmen’s evaluation of state tax situa- 
tions was the general attitude of state and local legisla- 
tive and administrative personnel. The businessmen 
wanted to know what might be expected in the near 


future with respect to tax changes. Does a “‘soak the 


corporations” attitude prevail in the state? Is a corpo- 
rate income tax being seriously considered in the state? 
Are the administrative officers reasonable in their 
application and interpretation of the tax laws? All these 
matters play an important role in the comparison of 
state tax burdens. 

While tax considerations cannot be considered as 
having played a dominant role in the location decisions 
studied, they exerted an influence on the location 
search of all three types of new establishments — new 
firms, branch plants, and relocations. For example, one 
man, who had lived most of his life in New York and 
had established a residence there, decided to establish 
his new firm in Connecticut in order to avoid the New 
York taxes which he described as “taxing the same 
dollar twice.” In another case, the executives and 
managers of another New York firm exerted enough 
influence when expansion was being considered to have 
the plant relocated into Connecticut in order to avoid 
the New York personal income taxes. A large Massa- 
chusetts firm considering the establishment of a 
satellite branch plant deliberately ruled out Massa- 


chusetts when planning its hunt for a site because of. 


” 


the “heavy Massachusetts taxes.”” The community 
finally selected was in New Hampshire. 

Two problems stood out among the New England 
state taxes, the “‘stock-in-trade” tax in New Hamp- 
shire, and the generally high level of corporate taxation 
in Massachusetts. Several executives responsible for 
the establishment of enterprises in New Hampshire 
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indicated that such a decision would have been out of 
the question had they felt that the stock-in-trade law 
was going to be literally applied. If it were to be ap- 
plied strictly, it would result in forcing most industry 
out of New Hampshire, they felt. 

The problem of the level of taxation in Massachu- 
setts is indicated by the opinions of executives inter- 
viewed in two of the largest branch plants in New 
England. One expressed his conviction that the Massa- 
chusetts tax situation is one of the biggest drawbacks 
to location in the state. In his opinion the income tax 
takes more than any comparable tax in other states in 
which the firm has branch plants. The other executive 
reported that Massachusetts has such an oppressive 
tax situation that it must be corrected to secure the 
establishment of more industry or even to hold what 
it has. This executive had made a study of state taxa- 
tion of his firm’s branch plants. With Massachusetts 
at an index of 100, he had found that the closest to it in 
the matter of tax burdens for his firm were New York 
and New Jersey with indexes of only 60. The indexes 
for his company’s branch plants in the South were 
about one-tenth of the Massachusetts index. 

These statements are not conclusive evidence of the 
facts of relative burdens, but they do indicate that such 
opinions exist and that they may have a substantial 
effect on the location decision. 

Toward the close of each interview, attention was 
turned to the work of promotional agencies designed 
to aid regional development by influencing industrial 
location. While this study does not pretend to be 
conclusive on this topic, it does throw interesting light 
on some aspects of the problem. Of the 42 new firms 
considered, only two reported that state development 
commissions had influenced their location decisions. 
Of the 44 branch-plant cases, eight reported having 
been influenced by the efforts of state development 
commissions. Of the 20 relocations studied, only one 
executive indicated that he had been influenced in his 
decision by the activities of the state development 
agencies. In the cases where the executive indicated 
that he had been definitely influenced, the situations 
were generally characterized by continued interest and 
effort on the part of the commission. In most such 
cases, the commission had been the agency that sug- 
gested the location finally selected. 

To form an opinion about the efficiency of the 
development commissions’ efforts, it is necessary to 
assess the opportunities they had to exert an influence 
on the location decisions of the 106 firms studied. In 
only 13 of the 106 cases studied did the executives 
consult a development commission while searching for 
information. The development commissions. therefore, 
were successful in influencing the location decisions of 
11 of the 13 firms by which they were approached. 

On the other hand, 89 per cent of the firms included 
in this study did not consult with the state agencies 
especially equipped and established to assist in location 
problems. Why? One reason has already been given. 
Many firms, particularly new ones, do not know of the 
existence or the purpose of such agencies. A second 
reason is that some of these businessmen, were aware 
of the functioning of development commissions and 
chose not to enlist their services. This attitude was 
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occasionally the result of unsatisfactory experiences 
from such action in the past. In some instances the 
development commissions appeared to have given in- 
sufficient attention to the details of the firms’ require- 
ments and had referred their requests to real estate 
firms. The result was constant and repeated pressure 
by real estate agents trying to sell or lease property 
which could not satisfy the requirements of the original 
request. A third reason is that some firms prefer to 
search in their own manner, collecting their own in- 
formation and making their own decisions without 
being subject to the pressure associated with the efforts 
of commissions to sell sites in their own states. 

One general comment may be added. The matter of 
industrial promotion brochures was brought up in the 
conversation with those executives who were ac- 
quainted with the work of development commissions. 
In most cases the opinion was expressed that advertise- 
ments of the advantages of locating in this or that state 
did not affect the location decisions in any tangible 
fashion. They were always kept as a ready source of 
information in the firm’s files, however, in the event 
the firm was ever interested in considering a site in the 
state being publicized. 


Power and Fuel Costs 

The power and fuel costs of the various New England 
states did not exert a significant influence on the 
regional decision of any of the firms included in this 
survey. Firms for which power and fuel costs were of 
paramount importance, however, would presumably 
not have selected New England locations during this 
period. In the community decision, electric power costs 
of alternative locations were generally considered. The 
small savings possible in the normal case by selecting 
one community in preference to another were not 
significant enough to exert much influence on the 
choice of location. 

The relative unimportance of these costs in the 
location decision does not mean that the new manufac- 
turing establishments which do locate in New England 
are indifferent to the level of power and fuel costs. 
Savings in production costs are always popular, and 
this element of cost does appear to many executives as 
a place where savings could be effected. The managers 
of branch plants interviewed frequently had available 
comparative costs at other branch-plant locations of 
their parent firms and were quick to point out that fuel 
and power costs in New England were generally higher 
than at locations outside the region. 

The obstacles in the path of a businessman seeking 
to build a plant during the period under review are too 
well known to require detailed description here. The 
difficulties of getting a government permit, the difficul- 
ties in obtaining construction materials, the rising 
prices of construction materials, the difficulties in 
getting contractors to make firm cost estimates, and 
the time delays in getting into production when the 
demands of the market were immediate and pressing 
prevented all but the most insistent or most wealthy 
firms from building new plants. In only 26 of the 106 
cases studied were the new establishments housed in 
new buildings designed to meet their particular needs. 
In the other cases, the availability of a suitable existing 
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building was a factor which greatly influenced the selec- O 
tion of a community within the New England region. 

In the short run, the availability throughout New 
England of vacant textile mill properties was a boon 
to businessmen seeking nothing but manufacturing 
space to get their enterprises started. By some modi- 
fication of the buildings and adaptation of productive 
processes, they were able to get into production to meet 
the postwar demand. 

In the long run, however, it is quite possible that 
New England will be better off if many of these old 
mill properties are deserted for more modern facilities. 
The characteristics of the old buildings are not those 
desired for maximum efficiency of production by 
modern standards. The old textile mills were almost 
invariably built upon water courses to provide power. 
This factor is no longer of importance. In fact, the 
existence of a river flowing along one side of a plant 
severely restricts its approaches and limits its ability 
to provide necessary loading and parking facilities.’ 

Further, the buildings are uniform in their structural 
characteristics. They are multi-storied with large 
banks of windows on all open sides and frequently with 
supporting posts cutting the production area into 
narrow bays. A firm planning to occupy an entire build- 
ing must be able to arrange its productive process so 
that at certain stages the material being fabricated or 
assembled can be loaded into an elevator and moved to 
another floor. The flow of materials must be accommo- 
dated to the capacity of the elevators. If two or more 
firms are to use the same building, they must arrive at / 
a working agreement on the use of common elevators 
and loading facilities. The large windows make heating 
and air conditioning a problem and upset plans to 
install modern lighting systems. 


New Buildings Needed 

For years the productive processes of new enter- 
prises in New England have been molded to fit them 
into buildings which happen to be available. For years 
it has been known that the most efficient production 
depends upon the building being designed around the 
productive process it is to house and upon the intro- 
duction of modern refinements of air conditioning, 
heating, lighting, and employees’ facilities. Convincing 
evidence of this is furnished by the case of a producer 
of medical equipment who had occupied the same 
building for more than 40 years in a metropolitan area 
in Massachusetts. In 19-7 he built a new plant adapted 
to his process and moved into it with the same ma- 
chines and workers. He reported that the better light, 
the better air and heat, and the quieter surroundings 
resulted in a marked increase in efficiency. With a 50 
per cent increase in employment and a better arrange- 
ment of the productive process, he was able to increase 
output by 100 per cent. 

Although old factory buildings serve to incubate 
new firms, the thrifty attempts of new enterprises to 
“make do” with the buildings that happen to be avail- 
able constitute a drag upon the efficiency of production 
in these locations once they become established. New 
England needs new plants to house its new enterprises OC) 
if they are to achieve the efficiency necessary to hold 
their competitive positions. 
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Mixed Business Pattern at Lower Levels 


Business in New England during recent months was 
better than the national average in department stores 
and in nonmanufacturing industries but below the 
national level in manufacturing. Although manufac- 
turing employment in the region continued at rela- 
tively lower levels, falling 8.9 per cent below last year 
in February compared with 2.7 per cent for the nation, 
department store trade in New England for the year up 
to March 26 was off but four per cent compared with 
six per cent in the nation. 

Buying strength was maintained because of con- 
tinued high employment in the service industries and 
because unemployment compensation payments miti- 
gated the loss of income from decreased employment 
in manufacturing. Consumers still bought in response 
to price cuts, and a drumfire succession of promotions 
during March built the volume of sales up to its Easter 
climax. Considering price cuts and lower price lines, the 
physical volume of sales in New England department 
stores has been running higher than the figures on dollar 
sales seem to indicate. The number of transactions in 
February ran ahead of last year’s number by 4.4 per 
cent, while dollar sales declined 0.4 per cent. 

New England manufacturing activity has been 
depressed for a variety of reasons, but recent weakness 
resulted largely from caution, uncertainty about prices, 
and a desire on the part of buyers and sellers to reduce 
or to avoid increasing inventories. 

Purchasing agents reported in March that buying 
for immediate needs has continued to increase and that 
the practice of purchasing for periods in excess of one 
month has lost favor. As a result, productive inventories 
declined and finished-goods inventories increased. 

In February the index of new orders received by 
Massachusetts manufacturers declined to 163.2 of the 
average month in 1926, which represented the second 
consecutive monthly decline of more than 10 points 
from the level of 185.7 in December 1948. This is the 
lowest index for February since 1941. 

As orders showed little tendency to improve in 
March and prices of raw materials weakened further, 
New England manufacturers continued cautious inven- 
tory policies, shortened work weeks, screened out in- 
efficient employees, increased sales promotion efforts, 
and engaged in some highly individualistic bidding for 
new business. The threat of foreign competition loomed 
larger in textiles, and the promise of more export busi- 
ness had not yet materialized for the machinery and 
metalworking industries. 

Diversity of products in individual plants and in 
the regional economy did not insulate total manufac- 
turing activity completely from the effects of price 
uncertainty and less urgent demand, which finally 
spread from styled nondurable consumer goods to 
multi-purpose and industrial products. 
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Employment in New England in nonmanufacturing 
industries remained 1.1 per cent above last year’s level 
in February. Layoffs in the transportation, public 
utility, and wholesale and retail trade fields were offset 
by increases in employment by investment institutions 
and government. 

Employment in the United States, according to the 
Census Bureau, rose by almost 500,000 during March, 
the first increase since last July. Substantiating this 
report was an announcement by the Bureau of Em- 
ployment Security that the number of initial claims 
filed for unemployment insurance decreased during the 
last week in March. Initial claims were, however, still 
considerably higher than for the corresponding week 
in March last year. 

In March the price-adjustment pattern shifted from 
food and farm products to metals and industrial goods. 
Prices of pig lead, zinc, and copper were reduced. Prices 
of textiles, building materials, chemicals, and_ steel 
scrap continued downward. In early March the spot 
market price of wool tops dropped three per cent. 
Several automobile manufacturers announced lower 
prices, and lower-priced models of appliances, radios, 
and television sets appeared on the market. 

In some lines lower prices still did not attract buyers 
who felt that further cuts would be made. To stimulate 
sales, some manufacturers offered contracts with 
escalator clauses. For the first time since the war, 
“incentive” contracts are being proposed by purchas- 
ing agents to induce sellers to offer merchandise at more 
attractive prices. Under these contracts, sellers are 
assured of a sizable volume of business if they cut 
prices now. “Guarantees” that future price cuts made 
before actual deliveries will be passed along to buyers 
who place orders for selected products are becoming 
more common in textiles. More industrialists seem to 
believe that “the time for token price reductions has 
passed.”” The idea is spreading that price adjustments 
should be made in one large move and quickly in order 
to remove uncertainty about future price reductions 
and restraints on buyers. 

Principally because Easter comes three weeks later 
this year than in 1948, sales in 45 New England de- 
partment stores for the four weeks ending March 26 
were 18.3 per cent below the corresponding period a 
year ago. Clearance sales and promotions have helped 
to sustain total sales. Purchases of major household 
appliances in March, however, dropped considerably — 
from 33 to 54 per cent — below those reported in 
March last year. Easter buying in downtown Boston 
stores boosted sales 15 per cent for the week ending 
April 2 over the corresponding week last year. The 
better sales performance in April improved prospects 
that March-April sales in 1949 might equal or exceed 
those in 1948. 
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~ The weekly index of wholesale prices, 196.4 per cent 
of the 1935-39 average for the week ending March 22, 
remained fairly constant during March. Reductions 
in prices for food, chemicals, and housefurnishings 
offset increases in the prices for’ farm products. 

MANUFACTURING EMPLOYMENT 
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Employment in manufacturing industries declined 
axe ; page z 
8.9 per cent in New England and 2.7 per cent in the 
United States from February 1948 to February 1949. 
The textile, clock, and furniture industries in New 
England showed the largest decreases. 


BUSINESS FAILURES 
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The number of business failures in both the United 
States and New England increased approximately 20 
er cent in February over the previous month. 
ebruary business failures in New England were 

87.5 greater this year than last year. 
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~Consumers’ prices in Massachusetts, after declining 


for six consecutive months, rose slightly in March 
over the previous month. Higher food prices, partic- 
ularly for meat which increased 5.4 per cent, were 
largely responsible for this upturn. 


AVERAGE WEEKLY EARNINGS 
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National average weekly earnings in manufacturing 
industries were $54.25 in February. Earnings in 
Massachusetts of $51.72 and in Rhode Island of 
$48.29 were slightly above January levels; Connecti- 
cut earnings of $54.67 were 2.3 per cent less. 


ELECTRIC ENERGY PRODUCTION 
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Electric energy production in New England dropped 
3.9 per cent from December 1948 to January 1949 and 
reached the same level reported last January. No 
change occurred between December 1948 and Janu 
ary 19149 in the United States. , 
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The volume of bank debits declined seasonally in 

selected New England cities during January and 

February 1949. ‘Compared with February 1948 

bank debits for the nation declined less than one per 
cent but dropped 3.5 per cent in New England. 
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The annual ratio of bank debits to bank deposits was 
2 per cent lower in February 1949 than in February 
Mast year. Somewhat lower prices, cautious inventory 
replacement policies, and less spending by consumers 
were responsible for the greater decline this year. 
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dune and Oec. Monthly Averages 
Banks were under moderate reserve pressure during 
the first quarter. Most loan groups showed declines. 
Deposits were reduced by tax payments. While the 
general pattern is not different from a year ago, there 
is a lessened demand for bank credit. 
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The market for longer-term Treasury bonds con- 
tinued firm during March although there was some 
slackening of demand. The Reserve System continued 
to buy certificates and bills and sell bonds. Since the 
year end U. S. securities held decreased $1.5 billion. 
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Principal classes of loans influenced largely by repay- 
ments declined at Boston city banks during the first 

uarter. Commercial and consumer loans. at New 
England banks outside Boston increased moderately. 
Banks continue to look for good commercial loans. 
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Rates in all markets are still low, reflecting the lev el 
and structure of rates on U. S. securities. Credit con- 
tinues to be abundant and cheap. Yields on longer- 
term Treasury bonds have dectuad slightly in re- 
sponse to demand since the year end. - 
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National Summary of 
Business Conditions 


Because of the great interest in current business 
developments at this time. we are presenting the 
ner summary of business conditions prepared 
and released by the Board of Governors. Federal 
Reserve Sy stem, W ashington, D.C. 


Output and employment in industry declined some- 
what further in February and were slightly below the 
levels of a year ago. Value of department store sales in 
February and the early part of March continued sub- 
stantially below earlier advanced levels. Wholesale 
prices of meats and livestock advanced moderately from 
mid-February to mid-March, while prices of numerous 
other commodities declined somewhat further. 


Industrial Production 


Industrial production, according to preliminary fig- 
ures for the Board’s seasonally adjusted index, was 189 
per cent of the 1935-39 average in February, down two 
points from January and six points from the peak last 
autumn. A further decline is indicated for March, re- 
flecting sharp curtailment in the output of coal, and 
also reductions in output of some other products in- 
cluding petroleum and rayon. 

In February output of durable goods was down slight- 
ly, reflecting further declines in output of machinery — 
mainly electrical machinery — and of lumber, furniture, 
and stone, clay, and glass products. Steel production, 
however, advanced further to a record rate of 101.2 per 
cent of capacity and was maintained at about this rate 
in March. In the automotive industry, activity declined 
slightly in February, but with the completion of model 
changeovers showed a small gain during early March. 

Nondurable goods production also declined somewhat 
in February, petroleum refining operations were reduced, 
and small declines occurred in activity in the rayon 
textiles, chemicals, rubber products, and paper indus- 
tries. Output at cotton textile mills and most other 
nondurable goods industries showed little change from 
January levels. 

Minerals production declined moderately in February 
and was sharply reduced in March. Crude petroleum 
output was lowered further in February to a rate ap- 
proximately equal to that in the same month a year ago, 
and was reduced substantially in March. Coal produc- 
tion continued to decline in February and the early part 
of March, reflecting large accumulation of stocks and 
reduced demand, and was sharply curtailed beginning 
March 14 as the result of a work stoppage affecting 
most mines east of the Mississippi. Output at copper 
mines increased substantially in February following: a 
settlement of a prolonged strike. 

Employment in nonagricultural establishments, as 
reported by the Bureau of Labor Statistics, declined 
more than seasonally in February and was 300,000 or 
one: per cent less than in February 1918. The decline 
from January reflected mainly further reductions in 
manufacturing, construction, and railroad transporta- 


Page 16 


tion. The number of persons unemployed increased by 
550,000 to 3,200,000 according to Census Bureau esti- 
mates. Unemployment in March remained at about the 
February level. 

Value of contract awards in February, according to 
the F. W. Dodge Corporation, was about one-sixth 
larger than in January, reflecting increases in publicly- 
financed construction. Awards for privately-financed 
activity showed little change from the sharply reduced 
level reached in January. In January and February 
total awards were 19 per cent smaller than last year. 

Department store sales declined further in February 
after allowance for usual seasonal changes. The Board’s 
adjusted index was 273 per cent of the 1935-39 average 
as compared with 287 in January and 286 a year ago. 
Sales during the first three weeks in March were 11 per 
cent below the corresponding period of 1948, owing in 
part to the later date of Easter this year. 

Shipments of railroad revenue freight in February and 
the first half of March declined somewhat further and 
were 10 per cent below the level of a year ago. Loadings 


of coal, forest products, and merchandise in less than 


carload lots were sharply reduced, as compared with a 
year ago, and there were less marked declines in miscel- 
laneous freight and livestock shipments. Loadings of 
grain, coke, and ore were above year ago levels. 
Commodity Prices 

The average level of wholesale prices, as measured by 
the all-commodity index of the Bureau of Labor Sta- 
tistics, was unchanged from mid-February to mid- 
March. Reflecting in part a seasonal reduction in sup- 
plies, prices of meats and livestock rose somewhat, but 
prices of a wide range of industrial commodities de- 
clined. Prices of steel scrap and nonferrous metals scrap 
showed further marked decreases. Refined lead and 
zinc prices were lowered and there were reductions also 
in prices of various metal products, such as storage 
batteries and household appliances. 

The consumers’ price index declined one per cent in 
February, reflecting further decreases in retail prices of 


. food, apparel, and housefurnishings. The February level 


was 169 per cent of the 1935-39 average, as compared 
with the high point of 174.5 reached last summer. 

Federal Reserve holdings of Government securities 
declined sharply during the first half of March, reflect- 
ing principally sales of Treasury bonds and retirement 
of certificates held by the Reserve Banks. The effect of 
these Sales in absorbing bank reserves was largely offset 
by a substantial decline in Treasury deposits at the 
Reserve Banks. After the middle of March, seasonally 
large income tax payments caused the shift of a sub- 
stantial volume of funds from private deposit accounts 
at commercial banks to Treasury balances at the Re- 
serve Banks. Federal Reserve sales of bonds continued 
and, although the System purchased large amounts of 
short-term securities, bank reserves declined. 

Business loans were reduced somewhat further at 
reporting banks in leading cities during February and 
the first half of March. Demand deposits of businesses 
and individuals declined substantially, reflecting tax 
payments, repayment of bank loans, and net purchases 
by nonbank investors of Government securities from 
the banking system. 
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